Ongoing Economic Restructuring in the Wake of the Latest Economic Crisis: A Russian Perspective  by Viciu, Tania Georgia et al.
 Procedia Economics and Finance  6 ( 2013 )  161 – 168 
2212-5671 © 2013 The Authors. Published by Elsevier B.V.
Selection and peer-review under responsibility of Faculty of Economic Sciences, Lucian Blaga University of Sibiu.
doi: 10.1016/S2212-5671(13)00128-7 
ScienceDirect
International Economic Conference of Sibiu 2013 Post Crisis Economy: Challenges and 
Opportunities, IECS 2013 
Ongoing Economic Restructuring in the Wake of the Latest 
Economic Crisis: A Russian Perspective 
Tania Georgia Viciua, Mihaela Tomaa, Diana Larisa âmpua * 
 
aBusiness Administration Doctoral School, Academy of Economic Studies, Bucharest, Romania 
Abstract 
The latest economic crisis has brought into focus long-standing discussions regarding the role played by services in contemporary 
economies. Whether viewed as a support for the well-established manufacturing sector, or growth engine in its own right, the third 
economic sector has become a focus point for policy makers worldwide. The paper follows the effects of the crisis on the 
tertiarization process, with an emphasis on developing economies, where this phenomenon is barely coming of age. The research 
is centered on the IT market, as this is seen as a comprehensive measure of the maturity and sophistication of the services sector.   
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1. Introduction 
The argument regarding the services sector in the context of the current economic downturn can be far reaching 
and meaningful. While it can be stated that the events that triggered the crisis were generated or at least influenced by 
the services sector, one cannot overstate the positive influence that the tertiarization of economies can have on social, 
economic and political indicators. 
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Considered to be an on-going phenomenon, economic restructuring is often connected with the evolution of 
economic theories and principles, government policies and technological advances. This process triggers abrupt 
economic changes that imply stages of growth in some areas while concurrently generating an increase in structural 
unemployment. 
Dietrich (2012) describes the relationship between structural change and economic growth as a coevolutive process 
needed to reach sustainable growth on one hand, and new levels of aggregate demand and changes in the demand 
structure on the other.  
Moreover, the natural tendency of society seems to be the continuous evolution from agricultural based economies 
towards industrialization and ultimately the prominence of the services sector. A representative point for this tendency 
is considered to the fact that services currently account for 50 to 75% of value added to GDP (Evangelista and Savona, 
2003). 
Furthermore, a significant peculiarity of the services sector, when compared to industry, is considered to be the 
unproductive nature of the activities (Gallouj, 2002). Following this notion, t
based on the output generated by the manufacturing sector and benefiting from the competitive advantages ushered 
by the production of commodities.    
Often associated with economic growth, structural change represents an alteration in the three main sectors of the 
private economy, hence illustrating the successive shift in dominance of the primary (agriculture and mining), 
secondary (manufacturing and construction) and tertiary (private services) sectors, measured in terms of employment 
or output (Dietrich, 2012). 
Berthélemy and Söderling (2001) postulate that the economy is divided in three sectors: a final goods sector, an 
intermediate sector and a research sector. The research sector uses human capital and common accumulated 
knowledge in order to produce new designs which it sells (or rents) to the producers of intermediate goods. Lastly, 
the final goods sector acquires intermediate goods in order to produce goods for consumption. 
An important point in analysing the economic growth, having as catalyst structural change, refers to the analysis 
of the intricate and active role that the services sector holds in contemporary markets, acting as growth engines for 
modern economies (Evangelista and Savona, 2003). 
The effects and implications of services, as distinctive economic activities, can seem scarce in the classical market 
models. This assertion can be explained by the fact that the first great thinkers in the economic theory were living and 
studying in a period in which the industrial sector was barely coming of age (Katouzian, 1970). As Fisher (1939) 
 
The growing importance of services and their contribution in the economy, described under the general term of 
example for this fact can be the observation made by Fuchs (1980), who reflects that the tertiarization process has 
been associated with a significant rise in female employment and, consequently, has spawned further demand for the 
sector when households with working wives are shown to spend extra on cleaning, catering and other specialized 
services.    
Klenow and Rodriguez-Clare (1997) have noted that there are two main theoretical strands dealing with economic 
development. On the one hand there are studies that describe growth through the accumulation of capital (Lucas, 1988; 
Stokey, 1991). On the other hand, an extensive scientific literature has placed great emphasis on the role of 
technological improvements and innovation (Romer, 1986; Romer, 1990; Grossman and Helpman, 1991; Aghion and 
Howitt, 1992). Innovation can closely be associated with restructuring, as according to Aghion and Howitt (1992), the 
while others are made redundant. 
2. Discussion 
An existing tendency which was only enhanced by the current economic crisis was that of faster economic growth 
and development in large emerging economies. The BRICS 
throughout the last decade. 
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Amongst the BRICS countries, none can be perceived as having greater significance for the Romanian economy 
and the region as a whole, than the Russian Federation. While lagging behind in terms of social and economic 
indicators, in comparison with many Western-European countries, Russia has acquired a relatively stable political 
system, which in turn has stimulated its business sector. 
With a large population and abundant natural resources the country is considered to be an attractive destination for 
multinational companies. 
Developing countries have long been synonymous with structural change at the economic level (Viciu et al, 2012), 
to an open market.  
The Russian Federation provides a valuable laboratory to study the impact of political forces on the process of 
structural reform by highlighting the liberalization and organizational changes such as privatization and marketization 
(Ickes and Ofer, 2006). 
The main obstacles identified on the structural reform agenda are considered to be the fact that the Russian state 
remains generally weak and ineffective, a direct consequence of earlier state-building strategies, by presenting an 
2002). 
subsidized management employee firm buyouts as compared to Poland who moved slowly in privatizing state-owned 
enterprises, allowing independent supervisory boards to manage state-owned companies (Delcoure, 2007). These 
endeavours lead to a mid-course depression that triggered speculative effects on its currency and economical decrease.  
When analysing the Russian structural change one must consider its administrative structure that provides 
disparities in terms of the success of the reforms. According to Van Selm (1998) we find a 40% variation in the 
regions' rates of industrial decline, thus making very hard to examine the effect of restructuring.   
2.1. The effects of the crisis on the Russian economy 
The latest financial crisis that had repercussion across the globe inevitably affected the Russian economy as well.  
The Russian market had special pre-existing conditions in the fact that it experienced growth without sustainable 
development in the local private sector.  
Furthermore, the country has gained a more stable and effective government despite wide spread claims of lack of 
transparency and undemocratic practices. 
a particularity of the whole phenomenon. The Russian economy showed signs of weakness earlier than the global 
meltdown of October 2008 triggered by the U.S. housing bubble (Mankof, 2010). 
In addition, the Russian military invasion of neighbouring Georgia has triggered a sharp decrease in foreign 
investments in the second half of 2008. The effect was a downward trend of the Russian stock market. Moreover, 
a result of a decrease in worldwide demand.  
Consequently, the Russian economy downtrend can be characterized by (Mankof, 2010): 
 a severe financial crisis involving banks and various heavily indebted companies; 
 
considered to be sharp fall in oil prices from $ 150 to $ 40 a barrel (according to www.oilprice.com); 
 a recession generated by an unexpected drop in domestic demand. 
While recovering after its crisis of 1998, Russia saw its GDP decrease by 8 % in 2009. This sharp decline had 
effects on the whole economy. The services sector followed the general trend of the Russian economy recording a 
similar decrease, as can be observed in figure below. 
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Fig. 1.  % of GDP) 
Source: World Bank indicators (http://data.worldbank.org/indicator) 
The inefficient or incomplete ownership rights have discouraged certain business, thus further reducing foreign 
investment. Hence, foreign direct investment (FDI) in Russia fell by 45% in the first half of 2009 (according to World 
Bank data).   
In order to mitigate the crisis effect, Moscow spent $200 billion from the State Reserve Fund to support the local 
currency  the ruble. Therefore, according to the Russian Trading System Exchange (RTS Index evolution), a wide 
spread panic among holders of bank deposits was avoided. 
These methods introduced by the Russian Government prevented a rise in unemployment, though generating a 
budget deficit of 6.3 % of GDP from 2009 to 2012 according to the Russian government budget analysis provided by 
Trading Economics.  
At the beginning of 2010, the Russian economy emerged from the recession after four consecutive quarters of 
contraction in the business environment. The increase in commodity prices and the recovery of foreign demand 
allowed the return of industrial production and resource extraction, a stimulating factor for the other economic sectors 
of the country - especially the services sector.  
Nonetheless, in order to obtain growth rates at pre-crisis level several policies might be implemented, in the support 
of new incipient markets such as software and information technology (IT) services (Sakwa, 2008). 
As in the case of other Eastern European countries, corruption remains an important challenge for obtaining growth 
 
2.2 The evolution of the IT market in Russia 
Radosevic (2003) describes the R& D sector as a dimension that can be undertaken in order to tackle the challenge 
of restructuring. The challenge was to shift from a system where innovation process was organized and managed 
centrally, to a system where innovation is generated by enterprises through a network of public institutions.  
European Comission (2011), 
the ICT market has a different share of importance in the GDP structure of any given country. In 2008, the economic 
weight of the ICT market in the national economy was: 10.5% in Taiwan, 7.2% in Korea, 6.9% in Japan, 6.6% in 
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China, 6.4% in USA, 4.7% in EU Countries on average and 4.5% in India. As an implication, the structure of the ICT 
industry varies from country to country, correlated with the level of sophistication of the services, level of 
development, economic maturity, infrastructure and other factors. 
Some of the main sub sectors of the ICT sector are: telecoms, software and IT services and IT hardware. In 
-
spendi  
While the uncertainties surrounding the global economy are the major stumbling blocks to ICT growth, accelerated 
spending is expected in 2013
significant 53% of IT growth. (IDC, 2013) 
The Absa Investments Company stated that the ICT spending always grows at about double the rate of improvement 
in gross domestic product, as businesses need such systems to be competitive. (Absa Investments, 2013) 
According to the World Bank, the information and communication technologies (ICT) are no longer a luxury for 
rvice delivery 
improved, and good governance and social accountability are promoted. (World Bank, 2013) 
individuals and society at large, creating jobs, spurring innovation and supporting the sustained use of ICTs in 
sector have proved to be more productive than those in other industries (United Nations News Centre, 2012) 
Moreover, in the private sector a particularly interesting evolution is noted with regards to the enterprise software 
 total $296 
billion in 2013, a 6.4% increase from 2012, driven by key markets such as security, storage management and customer 
relationship management. However, beginning in 2014, markets aligned to big data and other information 
management initiatives, such as enterprise content management, data integration tools and data quality tools, will start 
 
In line with the enterprise resource platform software and being encompassed in this category of ICT software, the 
business intelligence solutions are increasingly adopted by the well-informed players in the corporate market due to 
the increasing demand of more knowledgeable and insightful decision processes. As such, the business intelligence 
global market (including data warehouses and CRM  analytics) is growing with up to 9% per year. (Gartner, 2013) 
By looking at the vast territory of Russia, one can detect that indeed, gas, oil, coal and lumber are by far the largest 
part of what Russia produces, for over 80% of exports. (Terekhov, 2001) What links software industry to these 
successful exports is the fact that the former benefits from one of the largest pools of technical specialists in the world. 
According to World Bank data in 2009 there are more than 1 million persons involved in Research and Development 
on the Russian market. 
The Russian economy recovered after the 2009 crisis, a comeback that had a positive impact on the IT market that 
went up 15% in 2011. IT product sales and services in Russia reached 14.3 billion EUR in 2011. The following figure 
presents the growth rate of the IT market in Russia according to PMR Publications. 
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Fig. 2. The value and growth rate of the IT market in Russia between 2005 and 2012 
 Source: PMR Publications (2012) IT market in Russia to maintain double-digit growth in 2012. 
Note: The values for 2012 represent a forecast constructed by PMR Publications 
The values of the IT market are shown in million Rubles and the growth rates in percentages 
One of the foremost factors that facilitated this growth was the stable economic environment of Russia in 2010 and 
2011. This encouraged private investment in the IT market. According to PMR Publications IT & C companies 
launched the construction of new data-centre facilities and where supported by the Russian government which 
continued to finance its e-governance programmes. 
Secondly, the computer hardware retail sales had their own impact. The same research institute states that, although 
the personal computers sales in the home user segment and overall use of information technologies is still relatively 
low, there is a significant opportunity for organic growth for different IT products and services (PMR, 2012).  
According to the McKinsey report i, the IT market is one of the most efficient and fastest growing industries in 
Russia, although it is still forming and unstructured (Terekhov, 2001). Russian software companies can be classified 
as follows: Russian owned companies and Western owned companies that have offices in Russia. If the Russian owned 
companies are built on the remnants of Soviet structures and sometimes had to develop their software from scratch, 
the Western companies by establishing sales representative in Russia, went even further supported their distinct 
software (Terekhov, 2001). 
Another factor that influenced the growth of this sector is the offshore programming industry resulted from the 
price differences with Western companies and the consequent inflow of talented programmers. According to 
McKinsey Global Institute, the Russian offshore programming industry employees 5.000  to 8.000 programmers and 
generates annual revenue of 60- 100 million US dollars (McKinsey Global Institute, 2001). 
As the Russian IT software market increases every year, it 
GDP. Furthermore, the well-educated and dynamic workforce together with new economic conditions forms the 
 
346
405
480
514
412
506
584
657
24.70%
17.20%
15.70%
9.80%
-19.80%
22.80%
15.40%
12.50%
-25.00%
-20.00%
-15.00%
-10.00%
-5.00%
0.00%
5.00%
10.00%
15.00%
20.00%
25.00%
30.00%
0
100
200
300
400
500
600
700
Market value Growth rate
167 Tania Georgia Viciu et al. /  Procedia Economics and Finance  6 ( 2013 )  161 – 168 
 
References 
 
 Aghion, P.; Howitt, P. (1992). A model of growth through creative destruction, Econometrica, Vol. 60, 323-351; 
 Berthélemy, J.C.; Söderling, L. (2001). The role of capital accumulation, adjustment and structural change foe economic take-off: empirical 
evidence from African growth episodes, World Development, Vol. 29:2, 323-343; 
 Delcoure, N. (2007). The determinants of capital structure in transitional economies, International Review of Economics and Finance, Vol. 
16, 400 415; 
 Dietrich, A. (2012) Does growth cause structural change, or is it the other way around? A dynamic panel data analysis for seven OECD 
countries, Empirical Economics, Vol. 43:3, 915-944;  
 European Commission (2011). Changing global ICT & ICT R&D landscape, available at 
http://is.jrc.ec.europa.eu/pages/ISG/PREDICT/documents/02.Session1BOGDANOWICZv12.pdf, (acc. March 14, 2013); 
 Evangelista, R.; Savona, M. (2003). Innovation, employment and skills in services: Firm and sectoral evidence, Structural Change and 
Economic Dynamics, Vol.14, 449- 474; 
 Fisher, A.G.B. (1939). Production, Primary, Secondary and Tertiary. Economic Record, Vol. 15, 24- 38; 
 Fuchs, V.R. (1980). Economic Growth and the Rise of Service Employment, Cambridge MA: National Bureau of Economic Research, 
Working paper no. 486, 1-30 
 Gaddy C.G.; Ickes B. W. (2010), Russia after the Global Financial Crisis, Eurasian Geography and Economics, No. 3, 281 311; 
 Gallouj, F. (2002). Innovation in services and the attendant old and new myths, Journal of Socio-Economics, Vol.31, 137- 154; 
 Gartner, Market Analysis and Statistics, (2013). Market Trends: Consumer Macro Trends, Worldwide, 2012-2022. Available at 
https://www.gartner.com/DisplayDocument?ref=seo&id=1945518 (acc March 14, 2013); 
 Gilmour, C. (2013). Absa Investments Report , available at, https://www.absainvestments.co.za/AbsaInvestments/index.html, (acc. March 
14, 2013); 
 Grossman, G.M.; Helpman, E. (1991). Innovation and Growth in the Global Economy Cambridge: MIT Press, 1-18; 
 Ickes, B.W.; Ofer, G. (2006). The political economy of structural change in Russia, European Journal of Political Economy, Vol. 22, 409
434; 
 International Data Corporation - IDC (2011). IDC Predictions 2012: Competing for 2020. Available at 
http://www.idc.com/getdoc.jsp?containerId=231720#.UTsmdFdW-Uk (acc. March 14, 2013); 
 Katouzian, M.A. (1970). The Development of the Service Sector: A New Approach. Oxford Economic Papers, Vol. 22, 362- 382; 
 Klenow, P.J.; Rodriguez-Clare, A. (1997). Economic growth: A review essay, Journal of Monetary Economics, Vol. 40, 597-617; 
 Lucas, R.E. (1988). On the mechanics of economic development, Journal of Monetary Economic, Vol. 22, 3-42; 
 Mankof, J. (2010), The Russian Economic Crisis, Council on Foreign Relations, Special Report No. 53; 
 Medvedev D. (2010). St Petersburg International Economic Forum Plenary Session, available at http://eng.kremlin.ru/transcripts/456 (acc. 
March 14, 2013); 
 pact on 
growth, jobs and prosperity, McKinsey Global Institute, available at http://www.mckinsey.com/insights/high_tech_telecoms_internet, (acc. 
March 14, 2013); 
 PMR Publications (2012). IT market in Russia to maintain double-digit growth in 2012, available at http://www.pmrpublications.com/press-
releases/345/it-market-in-russia-to-maintain-double-digit-growth-in-2012, (acc. March 14, 2013); 
 Radosevic, S. (2003). Patterns of preservation, restructuring and survival: science and technology policy in Russia in post-Soviet era, 
Research Policy, Vol. 32, 1105 1124; 
 Romer, P.M. (1986). Increasing returns and long-run growth, Journal of Political Economy, Vol. 94, 1002-1037; 
 Romer, P.M. (1990). Endogenous technological change, Journal of Political Economy, Vol. 98, 71-102; 
 Russian Trading System Exchange, available online at http://www.rts.ru/en/index/rtsi/, (acc. March 14, 2013); 
 , 241-267; 
 Stokey, N.L. (1991). Human capital, product quality, and growth, Quarterly Journal of Economics, Vol. 106, 587-617; 
 Terekhov, A. (2001). The Russian Software Industry, IEEE Software Journal, Vol.18:6, 98  101; 
 Tompson, W (2002). Putin's Challenge: The Politics of Structural Reform in Russia, Europe-Asia Studies, Vol. 54:6, 933-957; 
 Trading Economics, Russia Government Budget, available at http://www.tradingeconomics.com/russia/government-budget, (acc. March 14, 
2013); 
 United Nations News Centre (2012). Finland has largest share of economy based on information technology, available at 
https://www.un.org/apps/news/story.asp?NewsID=41247&Cr=unctad&Cr1#.UTsnMldW-Uk, (acc. March 14, 2013); 
 Van Selm, B (1998). Economic performance in Russia's regions, Europe- Asia Studies, Vol. 50:4, 603-618; 
 Viciu, T.G., Vasile, A., Costea, C.E. (2012). A new appraisal of the relationship between economic growth and the economic structure, 
Journal of Information Systems and Operations Management, Vol.6:1, 10-18; 
 World Bank, About the ICT Sector Unit, available at  
http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTINFORMATIONANDCOMMUNICATIONANDTECHNOLOGIES/0,,cont
entMDK:20687836~menuPK:282840~pagePK:210058~piPK:210062~theSitePK:282823,00.html, (acc. March 14, 2013); 
168   Tania Georgia Viciu et al. /  Procedia Economics and Finance  6 ( 2013 )  161 – 168 
 
 World Bank indicators available at http://data.worldbank.org/indicator (acc. March 24, 2013); 
 www.oliprice.com (acc. March 24, 2013). 
